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DearAppllcant

) We have considered your applicauon for recognition of exemption from federal income tax

under section 501(a) of the:Internal Revenue Code as an organization described in section
501(c)3). Baséd oh the information submitted, we have concluded that you do not qualify for
exempﬂon under that section. The basis for our conclusuon Is set foith below.

According to your Form 1023 ication, you were organized on— asa
. Your articles of organization state a purpose to

. _ condutt any lawful activity. You have no operating agreement. Your sole mermber, director,
.. .-and ofﬂcerwas andnowis—

e You sollclt donat[ons of clothing and other household items, through outdoor collection
b!ns and truck plck—ups You sell the contributed property at a thrift store and warehouse and

contribute riet proceeds to breast cancer charities, churches, programs to.help the poar, elderly, |

and handicapped, and directly to needy people referred by local charitable or govemmentai

organizations. ‘Yot also give clothing to needy people who receive vouchers fmm other

. chanﬂes. and to people attendlng regular give-away events.

“Your ﬁnanc:al siatements ‘Indicate profits from operatjons of il of revenues
(SIS ) 2 B (S S E) in years Ml and Il Cash
contributions paid out during these periods were ST and $EEIEN (1% and 8% of
. revenues), The audited financial statement also lists distributions of collected clothing and
- sesvices to the poor (by your employees) valued at SENEEER and I (4% and B% of
.- revenues). Your payroll expenses were SN (SEEE administrative) in lllland
. SN (SN >dministrative) In Il You have failed to fumnish Industry averages and
. informabon upon our request. clalmlng none is available.

. Originally, your sole member/director/officer, , received SN -
compensatlon He also reoelved ‘some S-for child care; an audit revealed that the




o ", to the extent and at the times or upon the happening of events specifi
" agreement or at the times tetermined by the members or managers.
g - 'An LLC generally is dissolved and its affairs shall be wound up upon the

T ' payments wem impmper, and_ repald the amounts in a subsequent year. You state
i ﬁu have adogted a palicy prohibiting euch transactions. NN wite.

‘'served as part-timé -bookkeeper and outside marketing representative, and was listed
as VP:Operations on Fom1 990 Tecelving v
‘Masketing, ST

per year along with

recelves S_Pefyearplusfnngebeneﬁtsthatyoudesaibeas ,

, J neslgned_ Now your sole member, director, and officer is
who

. customary, without elaboratfon You also have a staff of employees

' Under_law a member is entitied to receive distﬂbuhons froman LLC
the operating
Gen: Stat. §

 -consent of a majority in Interest of the members. Sl Upon winding up, assets
are distributable to creditors and members. § Il At the time a member becomes

' entltled to recélve a disirlbutlon the merriber has the status of a creditor. § I

Section. 501(0)(3) of the Intemal Revenue Code exempts. from federal income tax

i ofganbaﬂona orgamzed and operated exclusively for charltable or other exempt purposes, no

part of the net eammgs of whnch inures to the benefit of any private shareholder or- mdlvldual

Section 1,601(a)-1 (c) of the income Tax Regulations defines a "private shareholder or.
Individual® as a person having a personal and private Interesththeacuvlﬂes of the
organization.

: Soction 1. S501(cX3)-1(b)(1)(D) of the regulations provides that an organization Is
_"organized” exclusively for one or more exempt purposes only If its articles of organization:

(a) Limit the purposes of such,organization to one or more exempt purposes; and

-(b) Do not expressly empower.the organization to engage, otherwise than as an
insubstantial part of its activities, in activities which in themselves are not in furtherance

ofoneorrnorae)oemptpurposes

" Section 1.501(cX3)-1 (b)(4) of the regulations providss that an organimﬂon is not
organlzsd exclusively for one or more.exempt purposes unless its assets are dedicated to-an
éxempt purpose. An organization's assets will be considered dedicated to an exempt purpose,
for example, if, upon dissolution, such assets would, by reason of a provisioninthe .
organization's articles or by operation.of law, be distributed for one or more exempt purposes, or

" o the Federal Government, or to a State or local government,.for. a public purposs, or would be

distributed by.a court to another. organization fo be used in such manner as in the jJudgment of
the court will best accomplish the general purposes for which the dissolved organization was
organized. However, an organization does not meet the organizational test if its-articles or the
law of the State in which it was created prowde that its assets would, upon dlssolutlon. be

R distnbuted toits membera or shareholders




Saoﬁon 1 501(0)(3)-1 (c)(1) of the regulatlons provides that an organization operates

o : axclusively' for 501(c)(3) purposes only if it engages primarily in activities that accomplish such
v -purpoeses. It does not opsrate-exclusively. for 501(ck3) purposes if mora than an msubstantial
7. partof its activitles. does nbt further such purposes.

' Sectlon 1. 501 (c)(3)-1(d)(1 )(il) of the regulations provides that an organization is not

* .. .organized or operated exclusively for exempt purposes under section 501(c)3) of the Code
o upless it serves a public rather than a private interest. Thus, an-organization must establish that:
“* it is not organized or operated for the benefit of private interests, such as designated individuals, .

thecreator or hig family, shareholdars of the organization, or persons controfled by such private

o interests.

Rev. Rul. 80-106 1980-1 CB. 113, held exempt under section 501(c)3) of the Code an

"orgabmaﬁonmtopemtedammswopmatsow used clothing and housetiold fumishings to the
-general public. Allofu-neorganmﬂons profits were required by its governing documents to be

distributed to specified organizations described in section 501(c)X3). Substantially all of the work in
operating the thiift shop was perfonmied by Voluntsers without compensation. The items sold by
the organization were collected from the general public, most on consignment and some by

o donation. The Service reasoned that the organization's sales were excepted from unrelated

business, and thersfore sections 502 of the.Codo and 1 501{c)3)-1(e)1) of the regulations did not

. -disquallfy the organization from exemption. Alsomeoonslgnmenth*ansacbonswerereasonable
-anddldmtrasuttlnlnurementorpnvatebem

od Stgtes, 316 U.S. 279 (1945), the Supreme Court

- held that’ an organlzaﬂon was not organlzed and operated exclusively for charitable purposes.
: . The court stated that the presence of a single non-exempt purpose, if substantial in nature, will
- destroy éxemption regardless of the number or importance of fruly exempt purposes. :

In mmm;ﬂmﬂmum&m_s 802 F.2d 711 (5th Cir. 1979), the court

_upheld the Comimissioner’s determination that the organization's retsii safes operation was an
.- end initself rather than merely a means of accomplishing a charitable goal, and therefore the

organization: was not devoted exclusively to charitable purposes. The organization's stated
purpose was to provids tralning,. jobs, places of récreation, and living accommodations, and to
improve the physical and mental conditions of aged or senlor citizens, The organization

. engaged in the business of selling used clothing, fumniture, and household appliances which

were donated to the organization by the general public. Its affairs were run by a board of three
directors, two of whom were father and son. The organization reported net income. Although
half of the organization’s 13 employees were over 55, their training was restrictad to the needs
of plalnliﬂ’s business, and the organization conducted no training program beyond the training
of employees for Its own"shops. The organization did not provide any housing facilities or health
care: 10% or less of the donated items were distributed directly to needy senior citizens,
although no complete records were kept of such distributions and the organization apparently

- conducted no advertising to let senior citizens know of the avallability of such items. There was

no evidence that senior citizens recsived a discount on purchases from the stores. The

prganlzahon.malmalned a recreation hall above one of its.three stores. The only evidence of



v

S busmess proeeeds devoted to the recreatlon hall was a $160 monthly salary paid to its part-tlme
"+ . director. The court concluded hat the:busiriess. was not distinguishable from that of many -

typical farnily-operated businesses In which the excess of income over expenses is paid to

SRR vmfamﬂy members as renis o salarles.

unmmmmngﬁnmumm T.C.M. 1981-23, held exempt

. under sectlon 501(c)(3) of the Code a professional service corporation established by clinical

departments ofa teachiing hospital for-administrative efficiencies In collecting professional fees.

.. Each shareholder was'a hospital staff physician and faculty member of the aflliated school.

"The'court accepted the corporation's for-profit status because that was the only kind of

o co;poratxon permitted to pracﬁce medicine In.the State.

We ﬁnd that you are not "organized” exclusively for exempt purposes. Your arbdes of

* Incorporation fall to meet the 501(c)(3) organizational test, for saveral reasons. The articles do

not iimit your purposes to charitable purposes. They expressly. empower you to engage in non-
ememptacﬂvities Also, &8 discussed below, your assets are not dedicated to an exempt
purpose but, by Iaw are distributabie to your member upon dissolution (if not earijer).

You are organized asanlLLC. Organizahons described in section-501(c)(3) of the Code,
wheiher ‘corporations, associations, or trusts, gmrally are organized as nonprofit or charitable

organizations. In the mmmai__r_yl_a;gg case, the court recognized-exemption of the entity,
organized under for-profit laws, under the compelling circurnstance that the organization could

not otherwise practice medicine, a recognized charitable activity. . LLCs are comparable. to-for-

profit corporaﬁons in that the member-owners control the organization and have the potential

. right t receive distributions of the LLC's eamings and other assets, upon dissolution if not

. Betause of the lack of iegal authority
:* - -not-for-profit LLCs, the Service is unwilling to recognize the 501(c)(3) exemption.of LLCs unless

earller.. You have.orie member, an ihdividual. A distribution in whole or part of your assets to
hirn would constitute inurement.of youwm private shareholders or individuals.
and elsewhere recognizing and enforcing

all of its members are 501(c){3) organizations or governmental units or instrumentalities.
Therefore, you are not organlzed exclusively for charitable purposes

* For the same reason, we.cannot determine that your.net earnings will not inure fo the -

"' ‘banefit of your sole member. Moreover, your payment of [ child care axpenses
“.was another form of inurement. Although you characterize the payments to your sole

member/director/officer as an aberration, you have no one exercising any oversight of your sole
member/director/officer, and we have no assurance (other than a bare representation from you)

.. that this kind of improper payment of personal expenses, whether in the form of child care
© | expensas, automobile:for personal travel, and the fike, will not happen again.

.. Wealso find that you are not operated exclusively for exempt purpases for other
reasons. Your operaﬂons strike us as similar to those described in Senior Citizens Stores. As
in that caso, you operata a thrift shop, engaged in the business of selling used clothing and

" other items donated by the public. Your sole member controls your affairs. You report net

income, but your distributions are well below your net income leveis. Your executive
compensation actually exceeds your charitable distributions for years for-which infonmation was
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......

- provlded Wsasked you,for Industry data to détermine wheiher your-levels of giving are

reasenable i the industry, but: ‘you did-not provide any. You have operated for years without

- flling teix retums of any kinid. -Unideér thé circumstances, your business Is difficult to distingulsh

from that of many typlcal family-operated businesses in which the profits are paid over to family

- members or other officers as salaries. Thus we find that you have a substantial non-exempt
purpose to conduct buslness for Its own sake.

Aooovdlngly. you do not quallfy for exemption as an organization described In section

"ot (S)3) of the Code and you miss ile federal income tax returms.

Contﬂbuﬂons to you are not deductible under section 170 of the Code.
You have the right to protest this ruling if you believe it is incorrect, To protest you .

g should submit a statement of your views to this office, with a full explanation of your reasoning.
" This statement, signed-by one of your officers, must be submitted within 30 days from the date

of this letter. You also have a right to a conference in this office after your statement is

"submitted. You must request the conférence, If you want one, when you file your protest

statement. If you are to be representad by someone who is not one of your officers, that person

" - will need to file a proper power of attomay and otherwise qualify under our Conference and
Practices Requnremerma

. Ifyou do not protestthls rullng in a timely manner, It will be considered by the Intemal -
Revenue Service as a fallure to exhaust avallable administrative remedies. Section 7428(b)(2).
of the Code provides, In part, that a declaratory Judgement or decree under this section shall not

. bepssued In any proceeding unless the Tax Court, the United States Court of Federal Claims, or
- the Disfrict Court of the United States for the District of Columbia determines that the :
. .. ‘organization.involved has exhausbd administrative remedies avallable to it within the Internal
. 'Revenue Service. -

. . fwe do nothaarfromyou wutthOdays this ruling will become final and a copywlll be
- forwanded to the Ohio Tax Exempt and Government Entities (TE/GE) office. Thereafter, any
" questions about your federal income tax status should be directed to that office, elther by calling -

877-829-5500 (atoll free number) or sending comespondence to: Internal Revenue Service,

. TE/GE Customer Service, P.0. Box 2508, Cincinnati, OH 45201. The appropriate State’

Officlals will be notified of this action h'aocoudanoe’wiﬂ! Code saction 6104(c).
When sendmg additional letters to us with respect to this case, you will expedite their

. receipt by using the following address:

Intemal Revenue Service

"1111 Constitution Ave, N.W.
- Washington, D.C. 20224







